STATEMENT OF ACTIVITIES
Th e accompanying notes are an integral part of these fi nancial statements.
f i n a N C I A L S T A T E M E N T S

NOTES TO FINANCIAL STATEMENTS
As of and for the years ended June 30, 2006 and 2005
ORGANIZATION AND NATURE OF ACTIVITIES
Founded in 1921, the Council on Foreign Relations, Inc. (the "Council"), is an independent, national membership organization and a nonpartisan center for scholars dedicated to producing and disseminating ideas so that individual and corporate members, as well as policymakers, journalists, students, and interested citizens in the United States and other countries, can better understand the world and the foreign policy choices facing the United States and other governments. Th e Council, which is headquartered in New York with an offi ce in Washington, DC, does this by convening meetings; conducting a wide-ranging Studies Program; publishing Foreign Aff airs, the preeminent journal covering international aff airs and U.S. foreign policy; maintaining a diverse membership; sponsoring Independent Task Forces; and providing up-to-date information about the world and U.S. foreign policy on the Council's website, CFR.org. Th e Council is a Section 501(c)(3) not-for-profi t organization exempt from federal income taxes under Section 501(a) of the Internal Revenue Code (the "Code") and is a publicly supported organization as described in Section 509(a)(1) of the Code. Th e Council is also exempt from state and local income taxes. It is subject to tax on unrelated business income, which has not been signifi cant.
SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Basis of Accounting-Th e fi nancial statements are prepared on the accrual basis. Th e Council adheres to accounting principles generally accepted in the United States of America, which include some specialized requirements described more fully in publications of the Financial Accounting Standards Board and the American Institute of Certifi ed Public Accountants.
Cash and Cash Equivalents-Th e Council considers all highly liquid investments purchased with a maturity of three months or less, excluding cash and money market funds held as investment, to be cash equivalents. Investments-Th e Council's investments in marketable debt and equity securities are classifi ed as available for sale and are recorded at their fair values, which are based on quoted market prices. Donated securities are recorded at their fair market value on the date received using an average of the high and low price on the date received. Interest income is recorded on an accrual basis and dividend income is recorded based on the exdividend date. It is Council policy to make an annual investment allocation for the support of operations up to 5 percent of the average market value of investments for the three previous years. Amounts allocated to the unrestricted net asset class are at the discretion of the Council. Amounts allocated to the temporarily restricted net asset class are based on the donor's stipulation.
STATEMENTS OF CASH FLOWS
Th e Council's investment in hedge funds, which consist of interests in investment limited partnerships and investment companies, are carried as follows:
• Th e Council's investments in investment companies, represented by share ownership, are carried at the aggregate net asset value of the shares held by the Council. Th e net asset value is based on the net market value of the investment company's investment portfolio as determined by the management of the investment company.
• Th e carrying values of investments in investment limited partnerships refl ect the Council's net contributions to the respective partnerships and its share of realized and unrealized investment income and expenses of the respective partnerships. Investments held by the investment limited partnerships generally are carried at fair value as determined by the respective general partners. Th e Council has the ability to liquidate its investments in limited partnerships only periodically in accordance with the provisions of respective partnership agreements.
Th e fair value of certain of the Council's investments without readily quoted market prices is determined on an estimated basis by the investment managers. Because of the inherent uncertainty of valuation, the values determined by the investment managers may diff er from values that would be used had a ready market for these investments existed, and the diff erences could be material.
Land, Buildings and Building Improvements, and Equipment-Th e Council follows the practice of capitalizing expenditures for land, buildings and building improvements, and equipment, and generally depreciates these assets on the straight-line basis over their estimated useful lives (see Note 5). Leasehold improvements are capitalized and amortized over the shorter of the period of the lease or the life of the improvements. Th e fair value of donated property and equip ment is similarly capitalized and depreciated.
Deferred Compensation-Th e Council has deferred compensation arrangements with certain current employees. Investment earnings accrue to the benefi t of the employees. Th e bonus payments and accrued earnings are included in accounts payable and accrued expenses in the fi nancial statements. As of the year ended June 30, 2006, the amount is $168,600.
Inventory-Inventory consists of paper that is stored off site and used in the printing of the bimonthly publication Foreign Aff airs. Inventory is stated at the lower of cost (fi rst in, fi rst out method) or market.
Net Asset Classifi cations-Th e Council considers all contributions and grants to be available for unrestricted use unless specifi cally restricted by the donor or grantor. Endowment contributions are invested and, pursuant to the Council's 5 percent spending policy (see Note 2), an investment allocation is made for general purposes (unrestricted) and specifi c program activities (temporarily restricted).
In the accompanying fi nancial statements, funds that have similar characteristics have been combined into three net asset classes: unrestricted, temporarily restricted, and permanently restricted.
Unrestricted net assets consist of funds that are fully available, at the discretion of management and the Board of Directors, for the Council to utilize in any of its program or supporting services.
Temporarily restricted net assets consist of funds that are restricted by donors for a specifi c time period or purpose. When restriction expires (that is, when a stipulated time restriction ends or purpose restriction is accomplished), temporarily restricted net assets are reclassifi ed to unrestricted net assets and reported in the statement of activities as net assets released from restrictions.
Permanently restricted net assets consist of funds that must be maintained intact in perpetuity but permit the Council to expend part or all of the income derived from the investment of the donated assets for either specifi ed or unspecifi ed purposes.
Support and Revenue-Contributions are recorded when received unconditionally, at their fair value. Gifts received with donor stipulations that limit the use of donated assets are reported as either temporarily or permanently restricted support. When a donor restriction expires, that is, when a time restriction ends or purpose restriction is fulfi lled, temporarily restricted net assets are reclassifi ed as unrestricted net assets and reported in the statement of activities as net assets released from restrictions. It is the Council's policy to imply a time restriction on gifts of long-lived assets and contributions to be used to acquire long-lived assets in the absence of explicit donor restrictions to that eff ect, using the estimated useful life of the asset.
Membership dues are recorded as membership dues revenue in the period in which the dues relate to the member's duration of membership. Conditional contributions, such as grants with matching requirements, are recognized in the appropriate net asset class when the conditions have been met. Bequests are recognized as receivables at the time unassailable rights to the gifts have been established and the proceeds are measurable.
Payments for subscriptions to Foreign Aff airs are recognized as revenue over the period during which the subscriptions are fulfi lled.
Allowance for Doubtful Accounts-As of June 30, 2006 and 2005, the Council determined that an allowance for uncollectible accounts of $113,700 and $238,600, respectively, is necessary. Th is determination is based on a combination of factors, such as management's estimate of the creditworthiness of its members and contributors, a review of individual accounts outstanding, the aged basis of receivable, current economic conditions, and historical experience.
Measure of Operations-Th e Council includes in its defi nition of operations all revenues and expenses that are an integral part of its programs and supporting activities, including an authorized investment income allocation and all contributions except for those that are restricted for capital expenditures or have been permanently restricted by donors. Investment income, including net realized and unrealized gains and losses, earned in excess of (or less than) the Council's aggregate authorized spending amount, contributions for capital expenditures, and contributions to permanently restricted net assets are recognized as nonoperating activities.
Use of Estimates-Th e preparation of fi nancial statements in conformity with accounting principles generally accepted in the United States requires management to make estimates and assumptions that aff ect amounts reported in the fi nancial statements and accompanying notes. Actual results could diff er from those estimates. A. Hedge funds are investments in limited partnerships that invest primarily in domestic and international equity securities. Th e hedge funds may also trade various fi nancial instruments with off -balance-sheet risk. Th ese fi nancial instruments include securities sold short and long, option contracts, and foreign currency forward contracts. Such transactions subject the hedge funds and their investors to market risk associated with changes in the value of the underlying securities, fi nancial instruments, and foreign currencies, as well as the risk of loss if a counterparty fails to perform. Th e respective hedge fund managers endeavor to limit the risk associated with such transactions. Th ese instruments do not subject the Council to off -balance-sheet risk. B. Th e absolute return fund of funds is an investment in limited partnership that invests primarily through a diversifi ed group of other funds. Th e goal of the fund is to achieve consistent long-term growth of capital with reduced volatility. Th e underlying assets consist primarily of equity and fi xed-income securities. C. Private equity funds are funds whose purpose is to achieve capital appreciation through investments primarily in foreign and domestic securities of companies that are not publicly traded. D. Th e real estate fund of funds is an investment in a limited partnership that invests in real estate managers pursuing traditional commercial property strategies.
Allocation of Expenses-Th
Investments, in general, are exposed to various risks, such as interest rate, credit, and overall market volatility. As such, it is reasonably possible that changes in the values of investments will occur in the near term and that such changes could materially aff ect the amounts reported in the statements of fi nancial position and activities. 
GRANTS AND CONTRIBUTIONS RECEIVABLE AND CONTRIBUTIONS RECEIVABLE FOR ENDOWMENT
Receivables consist substantially of promises to give and are due from individuals, corporations, and foundations. Grants and contributions receivable and contributions receivable for endowment as of June 30, 2006 and 2005, respectively , are due to be collected as follows: June 20, 2006 . Th e principal contributions are permanently restricted for the endowment campaign. Th e earnings can be used for general or specifi ed purposes. 
LAND, BUILDINGS AND BUILDING IMPROVEMENTS, AND EQUIPMENT
RETIREMENT PLAN
Th e Council has a defi ned contribution retirement plan covering all employees who meet the minimum service requirements. Payments, which are 12.5 percent of each participant's salary for employees hired prior to July 1, 1998, and 10 percent for each participant hired after that date, are made to Teachers Insurance and Annuity Association and College Retirement Equities Fund to purchase individual annuities for plan members. Th e expense for the plan was $1,037,400 for 2006 and $977,400 for 2005, respectively. Participants must contribute 2.5 percent of their salaries and have the option to make additional contributions on their own behalf.
OTHER POSTRETIREMENT BENEFITS
Th e Council provides certain health care and life insurance benefi ts for its retired employees. Employees are eligible for those benefi ts when they meet the criteria for retirement under the Postretirement Plan (the "Plan").
Obligations and funded status as determined as of the end of the year measurement date:
2006 2005 Benefi t obligation, end of year $(3,723,000) $(3,541,000) Net amount recognized in the statements of fi nancial position $(2,230,000) $(2,037,000)
Th e Council funds expenses and benefi t payments as they are incurred annually and has not contributed funds to separate trusteed accounts to fund the accumulated postretirement benefi t obligations. Th e discount rate used to determine the end of year obligation is 6.25 percent and 5.5 percent for the years ended June 30, 2006 and 2005, respectively . Th e postretirement benefi ts paid during the years ended June 30, 2006 and 2005, respectively, were $227,000 and $228,000 .
Th e postretirement benefi t cost for the years ended June 30, 2006 and 2005, respectively, was $193,000 and $66,000 and was based on actuarial assumptions and a discount rate set as of the beginning of the year. Th e discount rate was 6.5 percent and the projected credit unit method was used for determining benefi ts earned during the year.
